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General Business Conditions 3 
HE month of December witnessed a 
further slackening of industrial’ ac- 
tivity; a normal tendency as the end 
of the year approaches, but accentu- 
ated this year by the great decline of 
values in the stock market. Reports indicate 
that retail trade has fallen but little if at all 
below that of December last year, but mer- 
chants have been disposed to enter the new 
year with as few goods'in stock as practicable, 
which has affected jobbing and manufacturing 
activities. _The unsettlement caused by the 
heavy decline of. stocks would. suggest this 
policy and certain symptoms of weakness. in 
commodity prices would exert a like influence. 

The collapse of the stock market was a very 
spectacular and impressive affair. Everybody 
knéw about and talked about it, and under- 
stood that widespread losses had resulted, It 
was a natural reflection that many business 
plans “mi be altered, that enterprise might 
be halted, employment affected, and the de- 
mand for goods fessened. There is reason for 
thinking that ‘these apprehensions were much 
exaggerated. Whether prices were high’ or 
low the stocks’ have been owned for ‘the 

~greater part within the country, and their real 
value consists'in what the properties can earn 
from year to year, which certainly has under- 
gone no such change either up or down as the 
market fluctuations Of the last two years have 
indicated. -In short. the situation has been 
largely illusory, the country’s resources and 
productive capacities. having been affected 
scircely: at all. 

Nevertheless, a shock was received which 
confused and disturbed the orderly course of 
business. . It. unsettled men’s intention’ and 
plans, causing them ‘to hesitate and wonder if- 
conditions had changed and whether business 
was going ahead as before. The important 

ave such \a time is: to reassure the public 
and this President Hoover undertook 

to do by the conferences held in Washington 
and sot ee eneenionion which has resulted. ‘The 
idea has been to bring together the leaders of 
portant industries and have them satisfy 

each other that conditions are sound and that 
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they can safely go ahead with their obiaal ‘end 
expenditures. Undoubtedly ‘the exchange ‘of 
information. and assurances, and the effect of 
the publicity given to these conferences, have 
“been very helpful. 
penditures be undertaken for the mere purpose 
of rae work, but it is desirable that busi- 
ness shall go forward as usual and thaf some 
organized effort be made. to overcome _ 
uncertainty which exists. 

It is a well known fact that the toes of 
production and trade «is, subject to normal 
fluctuations, due to a influences 
which are beyond control. ustry is always 
undergoing changes and omaste ike tiaclaae. 
tries, are more nearly in relations 
than at) other,times,. This is the principal 
factor in. the ready .absorption. of — 
which is the basis of general prosperity... - 

Production and distribution were — a 
a Ege in the last half of 1928 and first 
re) ut in some important lines production 
evidently. had been. overcrowded in rivalry for 
the benefits of mass production. Goods cannot 
be piled: up ahead of cons demands 
without an enforced slowing down later, and 
evidences of this were to be seen before’ the 
collapse of the stoek market.:: Indeed, there: is 
reason for thinking that they were more:of:a 
factor in the collapse than has been commonly 


teckoned, for they, weakened the market's, aupr : 


port at a ‘eritical,-time.. 
The process of readjustment wihicl became 
four or five months ago was correc~ 
tive and -wholesome. The question is as to 
how much the trade reaction has been aggra- 
vated by what has happened in the — 
market. 


Decline of Automotive Production 
‘The automotive industry is the’ country’s 
leading manufacturing vnergio in ‘value ‘of 
output, and it is now that this 
dustry over-estimat ed ‘its market when it 
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obliged to suddenly cut the scale of operations 
with effects that were sharply felt not only in 
the localities where eatcuntile factories were 
located, but throughout the allied and depen- 
dent industries. 

The “Iron Age,” in its review one year ago 
of the iron and steel industry in 1928, estimated 
that the automotive industry had consumed 
18 per cent of the iron and steel production in 
that year, and in a similar review fcr 1929 it 
estimates that in the early of the year it 
was taking 25 per cent. The National Auto- 
mobile Chamber of Commerce has given out 
within the last few days an estimate of the 
consumption in 1929 of the principal raw ma- 
terials of the industry, reckoned by percentages 
of the total consumption of such materials in 
the country. The figures are as follows: 

Per Cent of Total 


Consumption in 
United tes 
Rubber used by automobile industry........35 per cent 
Plate glass used by automobile industry 67 per cent 
Iron and steel used by automobile 
industry 19 per cent 
Copper used by automobile industry..........15 per cent 
Lumber, hardwood, used by auto- 
mobile industry 18 per cent 
Lead used by automobile industry.............. 27 per cent 








The number of car loads of automotive 
freight shipped in 1929 is given by the 
Chamber as $,600,000. 

Allowing for the drastic curtailment of pro- 
duction in the last quarter of the year, and for 
the fact that purchases of materials were 
reduced still more, it is evident that general 
business lost a very important degree of sup- 
port thereby. The production of automobiles 
and trucks aggregated 4,600,000 cars in 1928 
and 5,600,000 in 1929. The industry will go 
into 1930 with more cars in stock than at the 
beginning of 1929, but with general confidence 
that production will not fall below the total 
of 19; As to this it may be assumed that 
much depends upon the general state of pros- 
perity and the maintenance of the growing 
export business. 

In view of the share of iron and steel pro- 
duction taken by the automobile industry the 
decline of the latter largely accounts for the 
decline of the former, but other influences 

layed a part. The agricultural implement 

usiness, concerned by the extensive damage 
to the grain crops by drought, took the pre- 
caution of curtailing its activities in some 
degree, and restriction occurred in other lines. 
However, the iron and steel i:-dustry is not 
pessimistic about the future. On the contrary, 
plans for the cage ig of exi capacity 
are on a larger scale than for sereral years. 


The Building Situation 

tions and construction work 
of a character constitute the most 
important factor in the problem of industrial 
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recovery. Such ditures are the 
variable element between and bad times, 
for when they are large all of the industries 


are active, employment is full and consump- 
tion of ever; kind of products is at a high 
rate. Residince and apartment house building 
has been unvler restriction during the sg year, 
partly from the scarcity of availible nds and 
y because of evidences of overbuilding. 
is‘probably, on the whole, has been helpful 
to the situation. Office building space also is 
somewhat in excess of needs, although a recent 
survey of 38 leading cities by the National 
Association of Building Owners and Managers 
indicates vacancies amounting to only 11.5 per 
cent, and 10 per cent is considered. normal. 
Industrial construction in 1929 was above the 
figures for 1928; outside of public utilities, it 
may be expected in 1930 to depend upon the 
a state of business. Public building, 
ighway construction, municipal improve- 
ments, railroad and F weer utility undertakings 
will be helped by President Hoover’s confer- 
ences and also by the lower interest rates now 
prevailing. The F. W. Dodge Corporation has 
estimated that the aggregate of. construction 
work in 1930 will exceed that of 1929, 


It is probably not too much to say that the 
outlook for large construction work of the 
nature of municipal, highway, railroad and 
industrial improvements never was better, and 
the subsidence of speculation has the very im- 
portant effect of cheapening capital for these 
purposes. Capital and credit had been steadily 
becoming dearer over the last two years, not 
only in our own country but throughout the 
world, and the stock market had been the 
dominating influence. We are of the opinion 
that in more ways than can be traced the re- 
lease of several billions of credit from employ- 
ment in that quarter, and the resulting decline 
of interest rates for all purposes, will be bene- 
ficial to general business, and that the effects 
will be cumulative as they spread. 


Price Stability 

The present situation is not to be judged by 
that of 1920-21, when all commodity prices 
were involved, every merchant and manufac- 
turer was taking heavy losses, and the rela- 
tions between agriculture and all other indus- 
tries were violently disrupted. It was inevit- 
able that the speculative commodity markets 
would be in some degree affected by the violent 
disturbance in another field of speculation, but 
of the 550 commodities represented in the 
price tables of the Bureau of Labor, 51 ad- 
vanced in the month of November, 196 de- 
clined, and 303 remained unc The 
chart which follows shows the movement of 
the parses 0 ae ne vee Pereee 
of 1918-21 and 1926-29. 
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Comparison of Trend of Wholesale Prices During 
Years 1918-1921 and 1926-1929. Bureau of Labor 
Index. (1926 taken as base year of 100) 





Another contrast between present conditions 
and those prevailing in the 1921, depression is 
in the absence of excessive inventories carried 
by merchandising organizations, due in the 
former period to a crippled railroad service 
and long continued rise of prices. Taking the 
two leading mail order houses, for example, 
the amount of their inventories at the begin- 
ning of 1921 and their sales volume for the 
year were as follows, with comparative figures 
for the past year. 


Sears, Roebuck & Co. 1929 1921 
Inventory beginning of year. $67,269,306 $105,071,243 
Net sales for year.......+5. 440,000,000* 159,034,518 

Ratio inventory to sales.. 15.3% 66.0% 

Montgomery Ward & Co. 

Inventory beginning of year. 59,762,946 30,282,672 
Net sales for year.......... 295,000,000* 68,523,244 
Ratio inventory to sales.. 20.3% 44.2% 





*December estimated. 


At the beginning of 1921 the two organiza- 
tions had combined inventories that represen- 
ted 59 per cent of that year’s sales or the 
equivalent of over seven months’ stocks, while 
at the beginning of 1929 their inventories 
represented only 17 per cent of the year’s sales 
(December. estimated) or only two months’ 
stocks. The liquidation of these inventories in 
1921 resulted in net deficits for the two com- 
panies of $16,435,469 and $9,887,396 respec- 
tively, while the present outlook is for con- 
tinued substantial profits. 


Extent of the Recession 


A fairly definite measure of the extent of 
the current recession in specific lines of busi- 
ness activity may be had from the following 
tabulation of the output or consumption of 
major commodities for which data is available 
for November and the eleven months, together 
with a number of general statistics such as car 
loadings and bank clearings. Changes as com- 
pared with the corresponding period of 1928 
are shown in percentages, 
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Newsprint shipments ............... — 5.7 + 1.2 
Bituminous coal production... + 0.4c + 
Machine tool shipments............. + 3.7 +43.3 
Silk Aeliveries .........cccccsenve + 6.0 + 98a 
Number showing ‘increases.. 3 12 
Number showing decreases.. 13 4 
Total 16 16 
Car Loadings 
Grain and grain products....,... —87.0 — 40 
Ore —12.5 +20.3 
Forest products — 91 — 14 
MUISCOMANCOUS: cecicescccccescsscersnersrres —— BD + 35 
COAL ANA COKE crccensenssnrorerersrerserre > 2.1 '+ 6.8 
Live stock — 18 — 6.4 
Merchandise L.C.Ly ccccscssene —— 0.4 + 0.6 
Total — 6.4 + 2.8 
General 
New financing (domestic)...... —62.8 +111 
Building permits ......cccscvscee —2T9 — 9.5 
Building CONtracts ........cs0+ woe 171 —12.2 
Electric power production......... — 7.8 + 8.1 
CoMMOIty PTICeS ..cccccccccceeee —— 4.38 — 18h 
Factory Employment ............ — 0.6 + 4.7 
Factory Payrolls sceccscossnseesene —- 1,0 + 14 
Commercial! failures ... — 0.2 — 4.5 
Commercial! liabilities a (0.7 +17.4 
U. §. Steel unfilled orders...... +12.3 +. 1,7a 
Life insurance S8A1OB........<..0000 +12.5 + 6.4 
Mail order Sales ...,...c.secccscosserces +19.5 +27:7 
Chain StOre SAIlCB......c.ccccsecccsserere +21.8 +23.2 
Exports —17,3 + 3.6 
Im 8 + 3.3 + 90 ° 
Bank Debite—U. 8. crcsssesseoee +158 +17.9 
nd © COUNTY Arcccrcoeee —0.02 + 3.3 


a-—Eleven months average. 
b—July to November incl. 
e—Four weeks ended Dec. 7. 
d—Total 49 weeks. 

e—Four weeks in November. 
f—Total of 48 weeks, 


h—50 weeks average. 
i—Outside of ten largest cities. 


Prosperous Industries 

It is a good sign that among the most pros- 
perous industries are those manufacturing 
machinery, including industrial equipment. 
The railroad equipment builders have at least 
a half year of good business in sight, the 
machine tool makers report a good demand 
from all machinery makers, and although the 
agricultural implement companies have had 
apprehensions on account of the short grain 
crop and a carry over of some types of equip- 
ment, they are now looking forward to a good 
year’s business. The manufacturers of elec- 
trical equipment are entering the year with 
their order books showing a very satis- 
factory volume. The machinery industry: as 





is confident: of another good year. 
All of this is in marked contrast to the con- 
ditions which existed at the beginning of 1921. 
Then everybody was bewildered, uncertain of 
the future, and intent nm reducing his lia- 
bilities, including his s s of goods, as rapid- 
ly as possible. He had no plans for the future, 
except to reduce running expenses. Now, 
while merchants are cautious in their pur- 
chases, the heads of industries are planning 
for new equipment. which will reduce operat- 
ing costs and increase their capacity. They do 
not assume to say how soon they will be 
running at capacity, but the leaders have no 
misgivings about increasing capacity. They 
have no doubt about the increasing wants and 
purchasing power of the American people. 
The ship-building industry, owing to the 
new Jones-White law granting Treasury loans 
at a low rate of interest up to 75 per cent of 
the cost of new and fast ships, together with 
mail contracts, has more business in sight 
than in any other year since the war, there 
being at the present time 106 vessels, repre- 
senting 366,146 gross tons under construction 
in American yards, exclusive of ship construc- 
tion for the Government. 


Foreign Trade 
The Bureau of Foreign and Domestic Com- 
merce has sent out an interesting summary of 
foreign trade in 1929 which is reassuring as 
to our ability to compete in open markets. 
The final figures upon exports and imports 
are not ready, but apparently will not be far 
from $5,300,000,000 for the former and $#,- 
450,000,000 for the latter, giving an export 
balance in the neighborh of $850,000,000. 
Moreover, the marked feature of the trade is 
the growth of manufactured goods, and par- 
ticularly the more advanced products of iron 
and steel, machinery, automobiles, chemicals, 
wood, etc. Exportation of machinery reached 
the enormous total. of $600,000,000, making 
this item, next to cotton, the largest in the list. 
Machinery exports were about 20 per cent 
greater in value than in 1928, an evidence of 
superiority in methods of production which 
cannot be gainsaid. Exports of automobiles, 
at $550,000,000, showed an increase of 10 per 
cent, and heavy iron and steel products of 12 
cent. These figures are of a character to 
confidence. 


The State of Agriculture 
The annual estimates of crop 
values as of December Ist by the 
of Agriculture show yields sligh 
values slightly above those of 
ee teen” a ea aeient t four 
years have that agriculture has 
reached a high degree of stability both in pro- 


ields and 
rtment 
under and 
The re- 


duction and in farm income, while the 
tables show that the farm p n has 
n relatively improved by the downward 
tendency of the general price level. Thus the 
wholesale price index number of the Bureau 
of Labor for November, 1929, is 94.4, which 
compares with 100 representing average prices 
in 1 In this aggregate, farm products 
figure at 101.1, and all other groups combined 
figure at 92.6 while in November, 1926, farm 
products figured at 94.7 and all other groups 
at 99.4. Farm products have gained in their 
own. strength but more by the increase of the 
purchasing power of farm products over other 
cts. -Also the tendency of production 
costs has been downward, by the more general 
use of improved machinery. On the whole a 
better relationship between agriculture and 
other industries is being achieved by natural 
adjustments. 


Growth in Dividend Payments 


If the profits in 1930 for business as a whole 
should not surpass the new high record indi- 
cated for. 1929, it is important to consider that 
the dividends distributed to shareholders tend 
to lag behind actual earnings and to fluctuate 
less. Moreover, the volume of dividend pay- 
ments in recent years has increased without 
interruption, even when corporation earnings 
declined moderately. An interesting study of 
the relation between. earnings and dividends 
has been made by Dr. David Friday for: the 
Bankers Magazine and summarized in a chart 
which, with slight alterations, is reproduced 
below. Figures for earnings. for the years 
1922 to 1927 inclusive are taken from. the 
Treasury’s statistics of income, with earnings 
for 1928 and 1929 estimated. 





EP 88s 
Annual Corporation Earnings, Showing Amounts Dis- 


tributed in Cash Dividends and Amounts 
Added to Surplus. 


It ‘will. be observed that even in the years 
1924 and 1927, when moderate recessions oc- 


curred in business activity and 
of dividends : 
policy to accumiulate a back-log of individual © 


3, the flow 
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rofits. sufficient to afford a cushion against 
bad years and assure stability to the dividend 
policy. 

A feature of the past year has been the ‘un- 
usually large number of dividends other than 
regular, viz., extras, back dividends, increases, 
initial declarations, resumptions, and. stock 
dividends. The increase in special dividends of 
this type is shown in the following summary, 
taken sy figures compiled by the New York 
Times, covering November and the first eleven 
months of 1929 with a comparison with 1928: 


DECLARATION OF DIVIDENDS OTHER THAN 


REGULAR 
Figures Indicate Number of Dividends 
November Eleven Months 

1928 1929 1928 . 1929 
PREP “co sccncgeces. 99 138 660 827 
Be S560 Ass 2 5 37 69 
Increased .......+++. 20 55 179 842 
MEE) ck «a's 66 eae aes 52 71 536 798 
Resumed ..')......«, 6 13 45 57 
NE nk. heen nies 36 50 183 410 
Total up. «..<+..5. 216 332 1,640. 2,603 
Reduced: ..... is. 1 1 55 8¢ 
TRE. Sis « 0:3 wes 609 yf 20 137 156 
Guterima 2 iN. ASS. 3 7 38 64 
Liquidation ......... 1 1 9 10 
Total down ....... 12 29 239 264 
Grand Total.... 227 361 1,879 . 2,767 


Initial dividends were inaugurated by 52 
companies in November, 1928, and by 71 in 
November, 1929; and in the respective months 
increased dividends by 20 and 55 companies, 
extra dividends by 99 and 138, stock dividends 
by 36 and 50, and total special dividends by 
215 and*332 companies. Dividends reduced, 
passed, etc., increased from 12 to 29, but for 
every company in this group there were eleven 
other’ companies that took favorable action. 
For the eleven months’ period the record is 
equally good, and preliminary data for Decem- 
ber shows a continuing shower of extras. 

Dividend declarations, both regular. and 
special; publicly announced by American cor- 
porations in the first eleven months of 1929 
amounted to $3,929,516,559 as against $3,032,- 
496,440 in the corresponding period of 1928, an 
increase of $897,000,000, or 29 per cent. Profits 
in 1929 probably did not increase as much as 
this, taking the entire field of industry and 
trade, transportation. and public utilities. This 
does not mean that 1929. dividends were not 
amply earned, but merely that after two very 
good years the margin of earnings retained in 
the business was reduced: 

In connection with the studies on business 
profits made by this bank from time to time, 
a 30-year analysis has been prepared of a group 
comprising fifty representative companies in 
various major industries-for which reports are 
available as far back as 1900. A summary of 
the composite earnings at five year intervals, 


up to 1925, after which the single yeats are 

shown, is given below: o) io) ion Se 
ANNUAL BARNINGS OF FIFTY =" 
REPRESENTATIVE CONCERNS IN ©" 

DIFFERENT INDUSTRIES ae 








Calendar - Net Profits © Annual Rate 
Year Omitted of Change—-% 
TROD | civcesetsediviecscanserash. BOOTS : ; 
1910 . 217,007 6.4 
1916 293,493 70 
1920 396,785 1.0 
1925 414,811 
1926 475,454 +146 
1927 430,728 — 94 
Tess un 612,086 +18.9 
1929 568,294* +-10.0 
1926-1929 + 9.0 
29 Year Avera ge.....is © sesseseorees + 53 





*Partly estimated. 


During the 29-year period from 1900 to 
1929 (the figures for the latter being our own 
estimate) the average rate of increase in these 
profits was 5.3 per cent annually. The profits 
of 1929 are 36 per cent greater than of 1925, 42 
per cent greater than of 1920, and. nearly 
twice as large as of 1915. These figures must be 
qualified as indicating a rate of growth some- 
what above the average for all corporations, 
inasmuch as they comprise the more progres- 
sive companies in different lines and some of the 
increase is accounted for. by the acquisition of 
other companies by merger. during the period. 
Even allowing for these and other factors that 
cannot be discussed in detail here, the showing 
demonstrates the strong upward tendency of 
American industrial corporation earnings, 
which has suffered only temporary set-backs. 
Of course the analysis cannot include certain 
industries that were thriving in 1900 but have 
since then practically died out, such. as brew- 
eries, bicycles, etc.; neither is it affected’ by 
the rapid growth of new industries, such as 
radio, moving pictures, automobiles’ and 
aviation. 


The present recession in business affords a 
stimulus to effort for lowering industrial costs 
by raising the standards of efficiency. Many 
organizations are now going over their entire 
personnel with a fine tooth comb with a view 
to eliminating the less efficient workers who 
had been retained only because of the abnor- 
mally high rate of operations required ‘earlier in 
the year. Plant and machinery layout is also 
being revamped, and numerous executives 
express the opinion that their factories can be 
run more economically on a basis of 80 per 
cent of capacity than at a 100 per cent rate, 


Stock Distribution 


Contrary to an idea which has had somie 
currency, the recent decline in the stock market 
did not result ‘in a concentration of holdi 
but rather in a wider distribution, indica 
confidence in the long-term growth’ of cor- 
porate earnings, ‘In the case’ of this bank, 











the October 1 dividend checks were mailed to 
50,363 shareholders, whereas the January 1 
dividend. checks to. approximately 62,500 
shareholders. Other representative corpora- 
tions have had a similar ience. A recent 
issue of “Printers’ Ink” contains a tabulation 
showing the number of stockholders of seven- 
teen companies prior to September 20 and 
after November 8. American Telephone and 
Telegraph Company shareholders increased 
from 455,324 to 464,627; General Motors Cor- 
ration from 117,767 to approximately 156,000; 
ackard Motor Car Corporation from 11,087 
to 25,971; F. W. Woolworth Company from 
10,878 to 19,416. For the entire group the 
increase was from 777,318 to 886,725, repre- 
senting a gain of 109,407 or 14 per cent. While 
a similar increase in number of shareholders 
has happened after previous breaks, and is 
explained in part by the transfer of stock from 
brokerage accounts into individual names, it 
nevertheless goes to confirm the reports of 
enormous odd lot buying and to indicate that 
the public has by no means gone broke or lost 
its faith in common stocks. Contrary to the 
loose assertions sometimes made that the small 
shareholders were cleaned out in the market 
break and that business has been concentrated 
in the hands of a few, all available statistics 
indicate that the ownership of our leading 
corporations is more widespread than ever. 


Money and Banking 


Following marked ease during the latter part 
of November and early in December, money 
conditions turned slightly firmer as is custom- 
ary, due to increased demands for holiday 
currency, preparations for heavy interest and 
dividend payments and window dressing by 
banks and corporations for year-end state- 
ments. Call money, which had ruled consist- 
ently around 4% per cent for several weeks 
after the stock market break, began to tighten 
about the middle of December, and during the 
latter part of the month reached 6% per cent. 
Time loans likewise showed a firmer tend- 
ency, though moving over a smaller range; 
after touching 434-434 per cent in the first 
week of December, there was a rise to 434-5. 
Other rates remained unchanged. Though 
some scarcity of funds developed in the bill 
market, which caused heavier offerings by 
dealers to the Reserve banks, there was no 
change of rates, 90-day bills continuing to be 
quoted at 4-3% per cent. Open market rates 
for commercial paper held at 5-514, compared 
with 6% at the recent peak, while bank over- 
the-counter rates continued at the lower levels 
generally established in November. More 
significant of the underlying trend of money 
than the day-to-day movement of call rates 
was the broadening of the movement towards 
lower discount rates by the Federal reserve 





banks. During December three of the regional | 
reserve banks, to wit—San Francisco, Atlanta 
and Kansas City—reduced their rates from 5 
to 4% per cent, following similar action by the — 
Boston, New York, and Chicago banks in — 
November. 


United States Government financing an- © 
nounced during the month consisted of — 
$325,000,000 3% per cent Treasury certificates 
of indebtedness dated December 16, due in 
“nine months, which was supplemented by an 
offering of about $100,000,000 ninety-day non- 
interest bearing Treasury Bills to be offered at 
a discount in accordance with bids received as 
of December 10th. This $425,000,000, together 
with income tax receipts, was to take care of 
$700,000,000 Treasury certificates of indebted- | 
ness and $97,000,000 interest on the public debt 
due December 15. ; 


Much significance is attached to the offering 
of 3% per cent certificates, because it repre- 
sents a decline of 2 per cent from the offering 
of 5% per cent certificates made in June of 
this year, and is the lowest rate offered on 
Government certificates of indebtedness since 
September, 1927. The offering of Treasury 
bills marks an innovation in American finance, 
though a device common in foreign countries. 
Prices paid for the bills ranged from 99.310 to 
99.152 on a 100 basis, or an average price of 
about 99.181, which means costs to the Gov- 
ernment ranging between 234 and 3% per cent | 
and is considerably cheaper money than it © 
would get through the medium of certificates 
of indebtedness, even at the rate of the latest 
issue—3% per cent. Both certificates and 
bills were largely over-subscribed, and subse- 
quently $69,395,000 of the bills was offered by 
a banking syndicate at a discount of 3% per 


cent. 
Progress of Liquidation 


During the four weeks ended December 24 
there was a further decline of $123,000,000 in 
brokers’ loans reported by New York City 
banks, which reduced the total to $3,328,000,- 
000, compared with $6,800,000,000 at the 
October peak, or a shrinkage of approxi- 
mately 50 per cent in a space of two months. 
During all this period the decline has been 
continuous, excepting only the week of De- | 
cember 11, when there was an increase of $33,- | 
000,000, followed immediately, however, by 
decreases in the succeeding weeks to new low | 
levels since October, 1927. 

The following table shows the figures of 
New York bank loans to brokers by weeks 
since October 23 just prior to the stock mar- © 
ket collapse, classifying the totals according | 
as to whether. placed for own account, for 
account of out-of-town bank correspondents, © 
or for “others.” 
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LOANS OF NEW YORK BANKS TO BROKERS 
(000,000 omitted) 


For Out- For Ac- 
For Own of-Town count of 
Account Banks Others 





Date Total 
Oct. 23 $1,077 $1,733 $3,323 $6,634 
Oot... Miaaptrdnta made 2,069 1,026 2,443 5,538 
Nov. | Baiincbnttenmicn 1,520 963 2,899 4,882 
Nev... 1Rietideilh ~ 1,156 812 2,204 4,172 
NOV: . BB oristitmteqatinoedds 853 704 2,081 3,587 
TUDE, Bivieinecemennsiie 831 638 1,982 3,451 
SHON, Qirirtcithncinendes 792 680 1,921 3,392 
Bilge ee RR lah 806 710 1,909 3,425 
ps ap | REE EER Shae 5 832 750 1,804 3,386 
TOG, |” BA Aiccilinivtnacseevenee 845 716 1,767 3,328 


It will be observed that, taking the month 
of December alone, brokers’ loans for “others” 
declined an additional $215,000,000 to a new 
low point for the movement, while loans for 
account of out-of-town banks advanced slight- 
ly, as did those for own account. 


Measured from pre-panic levels the decrease 
in these loans for “others” amounted to $2,- 
056,000,000, or 60 per cent of the drop regis- 
tered in the total of all loans. At the 
same time, loans for out-of-town banks, which 
likewise include an indeterminate amount of 
loans for corporations and other private lend- 
ers for whom the banks act merely as agents, 
dropped by approximately $1,000,000,000. 
Loans by New York banks for their own 
account decreased by only $232,000,000. 


Thus it is clear that the principal effect of 
the decline in the stock market has been to 
eliminate from the credit structure a large part 
of the huge total of so-called bootleg—or non- 
banking—loans built up during the period of 
high money rates. Just as the enormous ex- 
pansion of brokers’ loans occurred largely out- 
side the banking system, so the deflation has 
occurred in the same quarter, and in neither 
the rise nor the subsequent fall have the bank- 
ing figures been correspondingly affected (ex- 
cept temporarily, when during the height of 
the crash New York banks were compelled to 
take over loans called by “others” and carry 
them for several weeks pending their final 
liquidation). 

Hence it is not surprising that despite the 
record breaking liquidation in the stock market 
the volume of bank credit remains about where 
it was before the crash. On December 18 
total security loans of the weekly reporting 
member banks throughout the country, while 
substantially below the peak reached during 
the crisis, were only slightly below the level 
on October 23, and total loans and investments 
of all classes were a shade higher than on the 
previous date. That this is the case does not 
necessarily imply that the liquidation of credit 
has been inadequate, for it is in terms of all 
loans, and not bank loans alone, that the entire 
credit structure must be judged. 


Influence of Reserve Bank Operations 


Meantime, the influence of the Reserve 
banks has continued to be exerted on the side 
of easy money. Their holdings of Government 
securities have been steadily increased and in 
the week of December 24 totalled $485,000,000, . 
which was the largest (excluding Government 
overdrafts) since January, 1928, and marks an 
increase of nearly $350,000,000 since October. 

Accompanying these increases in Govern- 
ment security holdings, the Reserve banks re- 
sumed in December the purchase of acceptan- 
ces, interrupted temporarily in November 
when the crisis in the stock market caused a 
shifting of many “Street” loans into bills, with 
a resultant substantial reduction in Federal 
reserve bill holdings at that time. During the 
past month the volume of Reserve bank bill 
holdings was increased by sopra 
$100,000,000, bringing the total to $355,000,000, 
or approaching to where it stood before the 
November decline. 


On account of these purchases of both Gov- 
ernment securities and acceptances, which put 
reserve funds into the market, seasonal expan- 
sion of currency requirements and gold exports 
have been taken care of with a minimum of 
credit strain, and without the necessity of 
added borrowing on the part of the member 
banks whose rediscounts in the two weeks of 
December 18 and 24 declined to an average of 
$750,000,000, or the lowest for any time this 
year. 


Gold Movements and the Money Outlook 


With business showing a recession and stock 
market credit requirements greatly reduced, 
prospects are favorable for a further easing of 
money conditions after the first of the year. 
One factor, however, which must needs be 
taken account of in any forward view of 
money rates is the heavy export of gold 
which began in November and continued 
with increasing volume during December. 
During the first nine months of the year 
the gold movement was in favor of this 
country to the extent of approximately 
$218,000,000, due to the constant attraction 
of the stock market and the high rates for 
money prevailing therein. Now that the stock 
market has declined and rates in this country 
have eased off to lower levels, there has been a 
tendency for funds to flow back to forei 
countries, and this movement has raised the 
exchanges to levels which have made gold 
shipments profitable. During the period from 
November 1 to December 27 the net loss of 
gold has amounted to approximately $112,- 
000,000, of which $62,400,000 was shipped 
to France, and $21,024,000 to England, while 
$16,000,000 was earmarked for foreign accounts 
unnamed. The following table indicates the | 
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scope of this movement, as well as the principal 
countries involved: 


GOLD MOVEMENT 
(000 omitted) 
Ni ber 


It is true, of course, that the Federal reserve 
banks have the power to neutralize the effects 
of gold exports by the purchase of Government 
securities and acceptances in the open market. 
During the past two months we have seen 
these neutralizing influences at work, and 
there is no doubt but that the Reserve banks 
will continue to offset the gold loss so long as 
the task does not become too great. 

Insofar as the majority of foreign countries 
is concerned it may be supposed that as interest 
rates come down in those markets this in itself 
will tend to check the gold flow from the 
United States. In most of these countries the 
sole reason for raising rates’ during the past 
year was the necessity of protecting their gold 
reserves against the drain to the United 
States, and the advances were made reluctantly 
as representing an unfortunate and (from the 
internal viewpoint) unwarranted burden upon 
the home industries, Now this danger no 
longer exists, and the table below showing the 
promptness with which foreign central banks 
have reduced their rates suggests that they are 
quite as anxious to pass on to their industries 
the benéfits of cheaper money as they are to 
accumulate large supplies of gold: 


REDUCTIONS IN FOREIGN CENTRAL 
BANK RATES 


Oct. 31. Bank of England 
Nov. 1 Netherlands Bank 
2 German Reichsbank 


What makes the gold movement particu- 
larly difficult to gauge is uncertainty as to 


the scope of ‘the demand from France. The 
fact that that country has had a 3% per cent 
bank rate for néatly two.years and yet has 
steadily accumulated gold indicates that the 
movement is not responsive to money rates. 
Apparently the true explanation of this power 
to draw gold lies in the fact. that France, al- 
though a creditor nation, is not reinvesting her 
accruing balances abroad, with the result that 
the balance of payments is running so heavily 
in her favor as to raise the franc and bring 
about a constant inflow of gold. Undoubtedly 
a broader demand in France for foreign securi- 
ties would help the situation, but a movement 
of this sort has been hampered by taxes upon 
the sale of foreign securities in the French 
market and the tax upon the receipt of interest 
payments on securities held abroad: As we 
go to press word comes from Paris that the 
French Parliament has voted a reduction in 
the stamp tax on foreign securities, and also 
the removal of the tax on foreign exchange 
operations, the latter action being to encour- 
age the Paris acceptance market. In both 
cases an effect should be to facilitate an out- 
flow of French capital, thus. tending to offset 
incoming credits. 


Japan Returns to the Gold Standard 


The break in high money rates in the finan- 
cial centers of the world helped to remove the 
last obstacle to Japan’s return to the ranks 
of the gold standard countries. Since the 
Liberal Party came into power last Summer 
strenuous efforts have been made to adjust 
the country’s internal finances for the removal 
of the gold embargo. These efforts exerted a 
helpful influence upon the yen exchange, 
which has been strengthening gradually and is 
now close to par. On November 21! the official 
announcement set the date for removal as 
January 11, 1930. In order to protect gold 
reserves at home a one year credit for $50,- 
000,000 has been arranged with a group of 
New York and London banks and bankers. 


Exchange Rates of South America 


Considerable reduction in export surpluses 
because of short crops and low prices and the 
consequent inability to strike a balance in in- 
ternational payments has led to a decline of 
exchanges and bonds of leading South Ameri- 
can Republics. The story of the severe break 
in coffee values is discussed elsewhere in this 
issue. In Argentina more than $100,000,000 
of gold has been exported this year, and the 
likelihood of further losses because of small 
wheat crops and the decline in linseed oil 
prices has resulted in the closing of the Ex- 
change Conversion Office on December 16, and 
prohibition of further gold exports.. The cause 
of this action may be looked for more in the 
inelasticity of the Argentine currency system 
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than in the position of the Exchange Conver- 
sion Office, which remained strong. The con- 
census of Opinion in other countries is against 
separate conversion funds and in favor of en- 
trusting the management of the currency and 
gold reserves to a central banking institution. 
The decline in prices of coffee, the chief export 
article and source of income to Colombia, is 
the explanation of the weakness of the Colom- 
bian bonds. The exchange, however, remains 
fairly stable. Peruvian bonds and exchange 
likewise have suffered a decline, and as a pro- 
tection, the Peruvian Government has ordered 
all sales-and contracts to be settled in Peruvian 
currency at par and forbade banks to purchase 
foreign securities. 


Public Capital Issues in 1929 


The year 1929 has been a memorable one in 
the investment market. Volume of new capital 
issues reached unprecedented proportions, ex- 
ceeding by far the figures of any previous year. 
The boom and collapse of stock prices, and 
rise and fall of money rates, were the dominat- 
ing influences affecting the course of invest- 
ment demand. Stocks were in the forefront of 
public favor; bonds were practically neglected. 
Only in the closing months of the year, when 
the pricking of the bubble of stock speculation 
had broken the deadlock in the money market, 
were there evidences of a revival of interest 
in fixed income obligations. 

For the first eleven months of the year, the 
total of all security offerings, as compiled by 
the Commercial and Financial Chronicle, 
amounted to $10,874,513,000, a new high rec- 
ord, $2,114,260,000, or 24 per cent in excess of 
the previous record established in the corres- 
ponding period of 1928. Of this total, 
$1,324,844,000, or 12 per cent, represented re- 
funding of existing obligations. This indicates 
a decline in total refunding operations as com- 
pared with 1927 and 1928, and is traceable to 
the high level of money rates prevailing during 
most of the year, which rendered refunding by 
long term bonds and notes unprofitable. While 
the practice of refunding through common and 
preferred stocks has increased very largely 
during the past year, with a resultant 
strengthening in the capital structure of 
American business, the volume of such financ- 
ing has not been large enough to offset the 





decrease in bond refunding caused by the un 


favorable credit conditions. cant ake 
- In any study of the huge total of new issues 
put out during the t year, a fact which 
stands out prominently is the large —- 

of such issues representing capital to 
finance mergers, formation of holding com- 

panies and investment trusts, purchase and 
public offering of heretofore privately owned 

businesses and partnerships, ete., as distin- 

guished from capital raised for purposes of 

expanding the physical equipment for produc- 

tion and distribution. Taking holding 

nies and investment trusts alone, sales of such 

issues during the first eleven months of this. 

year are calculated by the Financial Chronicle 

at $2,443,418,000, or approximately 25 cent 

of all issues exclusive of refunding. While it 

would be difficult, without exhaustive study, to 

classify all issues for the entire year according 

as to whether for financial or industrial: or 

commercial purposes, it is interesting to note 

that the Standard Statistics Company, after a 

careful study of new financing during the first 

quarter of this year, concluded that for that 

period at least not more than 24 per cent of all 

security offerings represented new funds going 

into actual processes of production and trade. 

Since capital raised for the formation of invest- 

ment trusts and for like purposes is sooner or 

later invested in other securities, it is appar- 

ent that allowance should be made oe oe 

deal of duplication in considering the se- 

curity offerings for the year. 


Classification of 1929 Security Offerings 
The table below, compiled from figures pub- 
lished by the Chronicle, gives a detailed sum- 
mary of security offerings by eleven months’ 
periods for recent years, listing the figures for 
new capital by groups, and indicating the 
amount and character of refunding. 

Figures in the extreme left hand column 
of the table indicate the extent to which cor- 
porate financing through the medium of bonds 
and notes was curtailed by the vogue for 
stocks and by the high money rates which pre- 
vailed during the greater part of the year. 
Total such issues for the eleven months, 
amounting to $1,973,655,000, were the smallest 
for the corresponding period of any year shown 
in the table, and, in fact, the smallest for any 





TOTAL CAPITAL ISSUES—000 Omitted 


TOTAL NEW CAPITAL 
11 Months Domestic Domestic 
Ended Corp. Bonds Domestic Munici- Foreign 
Nov.30 and Notes Stocks  palities* Issues 
1926....... $2,174,083 $1,026,585 $1,328,356 $1,004,594 
1,007,654. 1,302,805 


1927... 2,848,090 1,236,208 1,463,720 1,455,072 
1928....... 2,148,825 2,262,905 1,292,827 50, 
1929... 1,973,655 6,735,717 1,126,460 


TOTAL GRAND 
REFUNDING TOTAL 
Total Bonds Stocks Total 
$5,533,618 $ 765,417 $ 95,541 $ 860,958 $6,394,576 
5,301,132 $81,581 125,938  1,007,4 6,808,601 
7,003,090 1,648,905 226,460 1,875,866 8,878,455 
6,945,564 1,298,061 521,648 1,814,699 760. 
9,549,669 568,357 . 766,487 1,824,844 10,874,618 





*Include Farm Loan issues. 


"713,837 











year since 1923. Compared with the year 1928 
the figures show a decrease of $175,170,000, or 
8 per cent, and were $874,435,000, or 30 per 
cent, under the total for the eleven months 
of 1927 when the total of such financing 
reached its peak. 

Nor do these figures measure fully the ex- 
tent of disfavor which fell upon fixed income 
securities. Inasmuch as these decreases in 
bonds and notes took place in a period of 
marked expansion in aggregate financing it is 
apparent that their relative showing is even 

rer than the actual. Moreover, it should 

remembered that a great proportion of the 
bonds put out during the year was either di- 
rectly convertible into stock or had warrants 
attached representing a call on stock, and had 
it not been for these features the bond total 
for the year would have been smaller even 
than it was. Except for a limited volume of 
institutional baying, the demand for straight 
bonds unadorned by such trimmings became 
practically non-existent, with consequences 
which were serious for certain industries, such 
as building, which were unable to adapt them- 
selves to some other form of financing. 

Contrasting with the decrease in corporate 
bond and note issues was the enormous in- 
crease in stock issues. Reference has already 
been made to the important part played by 
investment trusts and holding companies in 
these totals. So great was the public appe- 
tite for equity securities that the total of stock 
offerings considerably more than doubled be- 
tween 1928 and 1929, and in the latter year 
was more than five times the total in the cor- 
responding period of 1925. Thus it was that 
industry generally, in a poor bond year and at 
a time when Wall Street money rates were 
ranging 8 to 10 per cent or more, was able to 
continue to raise capital on easy terms, and 
concerns took advantage of this favorable 
market for stocks to retire bonded indebted- 
ness or to anticipate future capital require- 
ments, meantime lending out the proceeds of 
such issues in the Street at highly lucrative 
rates. 

Financing by domestic States and munici- 
palities continued to decline in 1929, and was 
the smallest for any year since 1921. Here 
again, as in the case of corporation bonds, 
high money rates and dearth of funds for 
bond investment were responsible for the de- 
cline, with the difference, however, that muni- 
cipalities, unlike corporations, are unable to 
turn to stocks as an alternative form of 
financing. Moreover, many municipalities 
have legal restrictions regulating the rate of 
interest which they are permitted to pay for 
borrowed money. Hence, with the conditions 
that have prevailed, municipal expenditures 
for public works and other undertakings have 
had to be postponed wherever possible. 





Even more drastic has been the shrinkage 
of foreign security offerings during the past 
year, the amount for the eleven months dr 

ing to $713,837,000, as compared with $1,- 

,997,000 in the corresponding period of 
1928 and $1,455,072,000 in 1927. Cada ata 
time when our export balance of trade was 
running larger than ever, and high call money 
rates were tending to draw liquid funds from 
all over the world, the failure of the United 
States to maintain its capital exports has been 
a disturbing factor in the international balance 
of payments, has tended to disrupt the ex- 
changes, and invited a gold movement to this 
country which resulted in the marking up of 
discount rates by practically every important 
foreign central bank. 


Reflections of the Stock Market Break 


So much for the record of new financing for 
the year 1929 taken as a whole. With the 
collapse of stock prices in October and No- 
vember and easing in money conditions result- 
ing therefrom, the character of investment 
demand has undergone a change as the year 
draws to a close. There is no longer so en- 
thusiastic a demand for stocks, and bonds 
have been enjoying a better market. 

Following is a table which compares the 
classified totals of new security issues, exclu- 
sive of refunding by months, since the be- 
ginning of the year: 


NEW CAPITAL ISSUES 


(000 Omitted) 
Domestic Corp. Domestic Domestic Foreign 

1929 Bonds & Notes Stocks Municipals issues Total 
January  ....$ 261,009 $ 642,720 $ 71,678 $ 80,750 $ 915,157 
February ...... 171,495 590,264 67,830 894,439 
March ....... 230, 431,531 97,722 224,637 984,175 

April .......... 189,671 386,496 85,012 15,559 676, 
eniaiatiniatids 256 576,516 181,117 41,273 1,127,162 
June 102,470 849,312 149,290 171,969 173,04 

July ........... 143,863 622,156 78,273 85,483 879, 
August ......._ 95,387 649,589 77,008 21,250 848,179 
September .... 172,194 1,028,590 97 8,000 1,306,622 
October ..... 284,714 441,324 114,725 62,627 843,390 
November .... 40,460 122,194 85,110 382,738 280,502 
December* ..... 82,000 12,000 _ 198,000 84,000 876,000 





Total —...$2,045,654 $5,752,692 $1,303,598 $798,086 $9,900,030 


* Preliminary. 

It will be observed that the first effect of 
the break in the stock market was to bring 
about a drastic decline in all types of financing, 
the total issues involving new a ag for the 
month of November falling to only $280,502,- 
000, against $843,390,000 in October, and the 
record breaking total for all time of $1,306,- 
000,000. reached in the single month of 
September. 


With the passing of the panic stage in the 
stock market and return of confidence in the 
soundness of basic conditions, activity in the 
investment market showed a tendency to pick 
up. in December, with emphasis on the more 
conservative issues. All in all, total new issues 
for the month promise to exceed $400,000,000, 














still a very moderate total, albeit a decided in- 
crease over the November figure. What is 
more interesting is the overwhelming per- 
centage of bonds in the December figures, in 
contrast with the proportions ruling during 
the earlier months of the year. No more strik- 
ing evidence of the changed conditions in the 


investment market may be sought than the - 


meager record of $12,000,000 stock issues for 
the month of December, compared with the 
enormous total of over a billion dollars rolled 
up in the month of September. 


As indicated in the table of new capital 
issues. by months, revival of bond financing 
has been most pronounced in municipals, 
which reached the largest total for any month 
this year. Chief issue of this group was $65,- 
000,000 New York City 4% per cent serial 
bonds and corporate stock. These were 
awarded on an interest basis of 4.351 per cent 
to a nation-wide banking syndicate which sub- 
sequently reoffered the bonds on a basis to 
yield 4.10 to 4.30 per cent and the corporate 
stock on a 4.28 basis. Comparing the interest 
cost to the city of this and preceding issues it 
will be found that the rate paid was the high- 
est for any New York City issue in recent 
years, excepting only the $52,000,000 subway 
bonds sold in May this year, which are not 
comparable because of short maturity. 


Other important domestic municipal offer- 
ings of the month included $28,000,000 bonds 
of the City of Detroit, $41,000,000 of San Fran- 
cisco, and $13,000,000 of Philadelphia. Besides 
these, additional notable issues included in the 
foreign group, a $30,000,000 issue of the Prov- 
ince of Ontario, $30,000,000 Canadian Pacific 
5s, and $18,300,000 bonds of the City of 
Montreal. In the domestic corporation group, 
there were $13,516,000, bonds of the Detroit 
Edison Company, and $10,000,000 bonds of the 
Milwaukee Electric Railway and Light Com- 
pany. During the month of December there 
was a very successful offering of $72,335,000 
bonds of the Chicago and Northwestern Rail- 
way Compariy, more than half of which had 
been previously subscribed by the shareholders. 

Generally speaking, dealers in December re- 
ported the new issues to be moving in very 
satisfactory fashion. Municipal issues in par- 
ticular have gone well, the New York City 
bonds offered on December 12 being half sold 
within four days. 


Trend of Outstanding Bond Prices 


Trend of prices of outstanding high grade 
corporation bonds over the past few years is 
illustrated by the accompanying diagram trac- 
ing the Dow-Jones average of 40 bonds, by 
months, from January, 1925, to December, 
1929, inclusive. 





Dow-Jones Average of 40 Bonds, by Months. 


Almost without a break the trend ef bond 
prices has been downward ever since money 
began to tighten early in 1928, with result that 
the “averages” this Fall, before the stock mar- 
ket break, reached the lowést levels since 1925, 
with corresponding declines shown in United 
States Government securities, municipals, and 
foreign issues. In the peg or group, an 
average of 20 prime issues sold down to the 


lowest levels since 1922. 


Following the decline in the stock market 
and easing in money, however, prices have 
shown a firmer tone all along the line. Some 
classes, notably United States Government 
bonds, and highest grade rails, reached new 
high levels for the year early in December 
when irregularity developed, possibly reflect- 
ing year-end firming of money and weight of 
the larger issues of new securities during the 
month. Taking the Dow-Jones index of 40 
bends—10 high grade and 10 second grade 
rails, 10 industrials and 10 utilities—as a sam- 
ple of the general bond list, prices between 
September Ist and December 6th recovered 
about half the decline sustained during the 
early months of the year, which still leaves 
them much below the high levels reached in 
the early months of 1928. Municipals as a 
class improved about .20 points in the yield 
basis, while foreign securities were irregular. 
Although some issues in the latter group 
gained as much as 5 to 10 points, others were 
sluggish and various South American issues 
were affected adversely by unfavorable finan- 
cial developments in their respective countries. 


All in all the bond market has made a com- 
paratively good showing during the past 
month. While thus far the improvement has 
been only moderate, nevertheless it has been 
real, and dealers feel encouraged over the out- 
look. Floating supply of bonds is small, and the 
long curtailment of new issues, together with 
the taking of large blocks out of the market 
through stock conversion operations in the last 
year, has tended to create scarcity values. 
Against this is the fact’ that the stock market 
has not ceased to compete with bonds for in- 
vestment funds, as indicated by the enormous 
volume of odd lot buying of stocks at the cur- 
rent prices. In the last analysis, the course of 
bond prices must be governed by the trend of 





interest rates, which for the immediate future 
promises to be downward, barring an undue 
expansion in the volume of gold exports. 


The Railroad Consolidation Plan 


The Interstate Commerce Commission has 
just issued its final plan for the consolidation of 
the railroads of the United States into a limited 
number of large systems. Under the Trans- 
portation Act of 1920 the Commission was 
directed by Congress to work out and publish 
a comprehensive program of consolidation, and 
a preliminary plan was prepared under the 
auspices of the Commission in 1921, but no 
action was taken upon it. No authority is 
given the Commission to force railroads to 
consolidate, but numerous mergers, for the 
most part consisting of absorptions of small 
toads by larger systems, have been voluntarily 
effected. In all, more than two hundred and 
fifty of the smaller properties have been leased 
to or had their stock acquired by larger 
companies. 

In framing the final plan, the Commission 
was faced with a most difficult task and could 
not hope to find any arrangement that would 
be anywhere near unanimously acceptable. 
Insofar as established relationships are severed 
and new groupings recommended, objections 
from some of the interests concerned are to be 





ected, The railroads have not yet had suf- 
ficient time for analyzing the new arrange- 


ment and expressing their individual reactions, 
and no one supposes that national railroad con- 
solidation will be completed in the near future, 
or that the latest plan will not undergo impor- 
tant modifications. Nevertheless, it represents 
a@ necessary step that had been awaited for 
several years. 


When the Transportation Act of 1920 was 
enacted the need for national consolidation 
seemed pressing as offering the best solution 
to the problem presented by the weak roads, 
but the improvement in operating efficiency 
and earnings since that time has eliminated the 
weak road problem to a large extent, and there 
is a possibility that in the light of present con- 
ditions it may not appear to be necessary in 
the public interest to reduce the number. of 
railroads in this country to twenty-one sys- 
tems as proposed. Regardless of what may be 
done further, however, the railroad structure 


by the physical merger of the large number of 

small companies which, with the approval of 

eg Commission, have comet pares e Taig tn 
larger companies. w. provi 

these companies may be dissolved, their assets 


transferred to the larger b 
ee en er ee ee 
properties run as operating units. 


Financial results for 1929 have been the best 
ever achieved for the railroads. as a whole, 


ings, although the slump in 

last quarter prevented the year’s total reaching 
the estimates made a few months ago. How- 
ever, owing to the large additions to capital 
account in the last three years, for additional 
trackage, automatic safety devices and other 
improvements, net earnings upon the prop- 
erty investment will not be larger than in 1926, 
when the aggregate average was 5,13 per cent. 


From January to August the net railway 
operating income of the Class I roads ran con- 
sistently ahead of 1928, but September declined 
to the same level as one year previous, and 
October dropped moderately below. For the 
first ten months of 1929 gross operating reve- 
nues totaled $5,383,774,297 and represented an 
increase of 4.3 per cent over the same period 
of last year. Operating expenses came to 
$3,818,702,641, an increase of only 1.9 per cent. 
Taxes paid and accrued amounted to $350,492,- 
437, which was 7.4 per cent higher than in the 

receding year. Net railway operating income 
was $1,113,439,329, which was at the rate of 
5.19 per cent on the investment, and the less 
satisfactory reports covering November and 
December are expected to bring the year’s re- 
turn to around 5 per cent. The past year’s 
figures include over $30,000,000 received from 
the Government as back pay for hauling mail 
in 1927 and 1928, without which the return on 
invested capital last year was even lower than 
5 per cent. 

The Transportation Act of 1920 stipulates 
that the rate structure shall be so adjusted 
by the Interstate Commerce Commission as to 
permit the railroads of the country as a whole 
to earn a fair return upon the total value of 
their pro employed in transportation, the 
Commission to decide what is a fair return. 
The Commission fixed upon 5% per cent as 
proper, but in no year since then have the 
roads been successful in securing this return, 
notwithstanding the marked progress in oper- 
ating efficiency shown by the foregoing 
figures. 


Brazil’s Control of Coffee 


Several years ago, when the MecNary- 
Haugen proposal for farm relief was pending 
in Congress two examples of alleged successful 
government control of commodity prices were 
often referred to in justification of such legis- 
lation, viz: the British control of rubber and 
the Brazilian control of coffee. , The British 
colonies in Asia were producing about 70 per 
cent of the world’s supply of rubber, Brazil 
was producing about the same proportion of 
the world’s supply of coffee, and in both in- 
stances the control over prices was effected 
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by control over exports. On the face of con- 
ditions then existing, both plans appeared to be 
simple and. successful. The world could not 
get along without British rubber or Brazilian 
coffee : all that seemed to be necessary was to 
control exports by the aid of official authority 
in such manner that rubber and coffee would 
be available to foreign buyers only at the 
determined prices. 

No need now to go into the details of Brit- 
ish control over rubber. It was abandoned 
as of November 1, 1928, the British Govern- 
ment having reached the conclusion that. it 
was working injury to the rubber industry of 
the British colonies. Sufficient allowance had 
not been made for the stimulus that would be 
given rubber production in other countries, 
nor was it foreseen what would be done in the 
way of reclaiming used rubber. When these 
developments resulted, and it became apparent 
that the British share of world production was 
declining and likely to continue declining, 
British restriction was abandoned as a handi- 
cap upon the British industry. 

Similar developments have followed in cof- 
fee production as a result of the stabilization 
policy of Brazil. In 1924 the present plan of 
control, through the Coffee Institute, was 
adopted by the State of Sao Paulo, since when 
prices have been maintained substantially 
above the average of prices generally ruling 
prior to that time. 

Since the higher prices became fairly well 
established, activity in tree-planting has in- 
creased in all coffee-producing countries. 
Until the crop year, 1927-28 no marked in- 
crease in the Brazilian production was appar- 
ent, but in that year it jumped from an 
average of about 14,000,000 bags in the pre- 
ceding ten years to 28,000,000 bags. This was 
much the largest crop ever produced in Brazil, 
and exceeded a year’s consumption require- 
ments for the whole world, estimated at 22,- 
000,000 to 24,000,000 bags. 

The care of this big crop put the Coffee 
Institute to a severe test, but although sub- 
stantial concessions were made by the manage- 
ment in order to lighten the load it had to 
carry, the Institute seems to have remained in 
control, and the price was restored and main- 
tained last year and this year, until October. 

As is quite uniformly the rule, the big crop 
was followed by a small one in the year ended 
June 30, 1929, when production was officially 
estimated at about 10,000,000 bags. On ac- 
count of the. large carry-over, however, the 
total Brazilian supply in that year was again 
larger than a year’s world consumption. e 


accompanying chart shows the seasonal in- 
crease in stocks that occurs during the har- 
vesting period, which begins around july 1, 
as well as the steady accumulation o 

overs in recent years. 
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Now, for the crop year.1929-30, another large 
production is in hand, estimated by “Wileman’s 
Brazilian Review” at 21,400,000 . Including. 
the carryover of free stocks and war 
holdings, the total supply in Brazil. is caleu- 
. and for the third 
successive year the Brazilian supply alone is in 
excess of world consumption, 

Furthermore, the carryover in Brazil July 1; 
1930, promises to be larger than the average of 
Brazilian crops prior to 1927-28, and even with 
a small crop next year, the total Brazilian sup- 
ply probably will be for the fourth consecutive 
year in excess of total world ‘cons 
although the production of other countries is 
constantly increasing. - 

Wileman’s Brazilian Review, a publication 
in English at Rio de Janeiro which is not un- 
friendly. to the policy of attempted ‘stabiliza- 
tion, calculates the world’s visible supply on 
july 1, 1930, just before the next harvest, at 

9,769,000 bags, while other authorities think 
it will fully equal the figures for a year’s world 
consumption. 

The most serious feature of the situation is 
that young trees are now coming into bear- 
ing every year in ali coffee countries. About 
five years are required from planting to bring 
a coffee tree into bearing, and it is only since 
the latter part of 1924, that the Institute plan 
has been in effect. 


‘A Crisis in Coffee Markets 


The developing situation outlined above ‘has 
been a subject of acute interest in all coffee- 























everywhere. I 
has preferred that there should be no 
stocks in. the hands.of the trade, w ch might 
be a source of weakness in the market; but 
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It borrows on the credit of the State of Sao 
Paulo, the richest state of Brazil, but the con- 
tinuing accumulation of coffee stocks has in- 
evitably raised a question as to how long the 
policy would be maintained. 

Although the Institute was the target of 
increasing criticism, no signs of weakening 
on its part were apparent until early last 
October, when the startling report came out 
of Sao Paulo that the Banco do Estado de S. 
Paulo (the state-owned bank), had discon- 
tinued making advances on coffee. This 
proved not to be true, but the resignation of 
the President of the Coffee Institute, who was 
also the Finance Minister of the State of Sao 
Paulo, and of the entire board of the Institute, 
and the temporary closing of the coffee ex- 
changes of Santos and Rio de Janeiro, together 
with a flood of rumors, threw the coffee situa- 
tion into great confusion. It was reported that 
a general moratorium would be declared and 
that the policy of currency stabilization would 
be abandoned, but the President of the Repub- 
lic refused his approval to these proposals. 

Apparently the crisis had its immediate 
cause in some uncertainty about the renewal 
of a one year loan by London bankers, an in- 
cident said to have been related to a disturbed 
situation in the London money market at the 
time. The National Bank of Brazil came to 
the relief of the Coffee Institute with a timely 
loan which helped to quiet the situation and 
since then a new loan secured upon treasury 
bills of the State of Sao Paulo has been 
arranged with the Schroeder, Rothschild and 
Baring banking houses, London, for the sum 
of £2,000,000, maturing at intervals over seven 
months. Presumably this will finance the 
Coffee Institute through the present crop year. 

Under the pressure of these events the 
coffee market made its most serious break 
since the Coffee Institute was established. 
Throughout this year until October, the offi- 
cial quotation of Santos No. 4, which is now 
the leading brand of Brazilian coffee, at San- 
tos, in Brazilian currency was 33% milreis per 
10 kilos, and the corresponding price of spot 
coffee on the New York Coffee eichange was 
approximately 24 cents per pound, In - 
ber the New York price weakened to 22.25, and 
in October to 18.50. November Ist the official 
quotation at Santos was practically suspended, 
being given as “nominal,” and the New York 
price declined to 17 cents. On December 6 
the official Santos price was made 20% milreis 
per 10 a which is a a of approxi- 
mately 40 per cent from the price prevailing 

‘The following table shows the prices of cof- 
fee on the New York Coffee exchange, which 
is the most important free market for coffee, 
contracts for future delivery. It shows 


high for the past year, and in comparison’ 


the loss on October 28 upon the several future 
deliveries regularly traded in, and the closing 
prices on these futures on December 27. It 
will be seen that the decline from the top 
prices has been nearly one-half: 


High 
for year 


Low 
on Oct. 28 


(in cents) 


13.40 
12.05 
12.00 
11.90 
11.75 


7.80 
7.50 
7.50 
July .. 7.85 
September ......... 7.95 


To summarize the situation, it is still in 
great confusion, The Coffee Institute still, 
functions and in view of its recent success in 
obtaining an additional loan of approximately 
$10,000,000 may be assumed to be in position 
to continue the direction of Brazilian coffee 
affairs, but it has made a very substantial 
price reduction. 

As appears by the above table, the coffee 
authorities have made price concessions here- 
tofore in the face of big crops, but never so 
great as this time. The outcome of course 
depends upon future crops. If there could be 
any assurance of reduced production for a 
term long enough to enable the excessive sur- 
plus to be worked off, this reduction of price 
might be an inducement for foreign dealers to 
buy freely, thereby helping the Coffee Insti- 
tute to carry the present load, as in 1927-28, 
but the trade has become more skeptical than 
ever of the practicability of price-stabilization 
at the level of the past year. 

The announcement of the new #£2,000,000 
loan by the London bankers states that 
“the London bankers of the Sao Paulo Gov- 
ernment who have given this credit have 
satisfied themselves . . . that the Government 
is now engaged in working on a comprehensive 
scheme to deal with the present situation with 
a view to facilitating the gradual liquidation 
of the large accumulations of coffee stocks in 
the interior.” 

This indicates that the price reduction is 
part of a fundamental change of policy. The 
coffee authorities never have believed that a 
lower price would materially increase con- 
sumption, or that anything could be gained 
by attempting to force distribution, The 
President of the Institute last July. replying 
to the suggestion that an attempt made to 
stimulate a larger volume of sales, said: 

Not a single bag would be sold; for the 


world may produce above 24 is 
the consumption — will have to be 
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production to the quantity strictly necessary for con- 
sumption. To try and avoid over-production by re- 
ducing prices would be equivalent to committing 
suicide in order to avoid the anticipating death. 


The Plan of Stabilization 


The Coffee Institute operates upon a plan 
which differs from former valorization opera- 
tions, in that it does not buy coffee. . The plan 
is to stabilize the price by regulating the flow 
of coffee from the interior to the central mar- 
kets. Concentration warehouses are provided 
at railway points, into which coffee is received 
and in which it must remain until released 
for shipment to the ports, which is done in 
chronological order, corresponding to the 
dates when received at the warehouses. It is 
released only as required in the markets to 
meet the demand for export and consumption. 


The coffee moves in a continuous stream to 
the ports, and the workings of the system 
would be satisfactory enough but for the fact 
that warehouse stocks are increasing, the vol- 
ume of indebtedness is increasing, and foreign 
bankers whose aid is essential are increasingly 
critical of the situation. Moreover, the in- 
creasing delay before coffee reaches the mar- 
ket is a serious factor of cost to the pro- 
ducer. Coffee now reaching the ports entered 
the warehouses in the Summer of 1928. 


The Rivalry Between Old and New Plantations 


Coffee-growing is an old industry in Brazil 
and many of the trees have reached the age of 
deterioration, these being mainly in the State 
of Sao Paulo. Dr. J. C. Muniz, Consul of 
Brazil in Chicago, has an article in the Bulletin 
of the Pan American Union for December in 
which he says that there are three coffee zones 
in Sao Paulo: known as the old zone, the aver- 
age or intermediate zone and the new zone. 
The old zone has about 600,000,000 coffee trees 
more than 35 years old; the intermediate zone 
has 300,000,000 trees and the new zone 100,- 
000,000 trees. The large proportion of trees 
which have reached the stage of deterioration 
has tended to keep down production despite an 
increasing number of trees. 


It is evident that the desire to protect the 
values in these old plantations has been an 
important factor in the coffee policy of the 
State of Sao Paulo. Indeed, this is frankly 
avowed. The argument for State intervention 
and control was stated by the President of the 
Coffee Institute in the public address made in 
July, 1929, from which a quotation already has 
been made. He said im part: 


The Coffee Defense never thought of raising prices 
of coffee in an arbitrary way, the main idea being 
that of securing such prices as would perfectly cover 
the cost of production. Careful investigations are 
being made in order to determine the cost of pro- 
duction as exactly as possible. The two principal 
points to be taken into consideration in our en- 
deavours to figure the cost of production are: (l1st)— 
what is the cost of production for each one of the 
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by the new dustrcts would be dausiching to mest 
certainly be raised to such ‘high levele 
the whole coffee trade would be disturbed. 

This reads very much like arguments of- 
fered in the United States for supporting the 
prices of certain farm products at levels said 
to be necessary for profitable operations. 
Either because of unfavorable natural condi- 
tions where they are located, or because they 
are not conducting operations by the latest 
and most approved methods, many farmers 
in this country find themselves unable to com- 
pete successfully with other farmers, either 
in the same or other localities. The cotton- 
growers and wheat-growers of some of the 
older States have found severe competition 
coming from some of the newer States. 

And so in Brazil, other States than Sao 
Paulo have been opening new and cheap lands 
made available for coffee-growing by the con- 
struction of railroads and upon which produc- 
tion costs are lower than upon the old planta- 
tions of Sao Paulo. Thus, in large part, the 
coffee situation is an internal Brazilian prob- 
lem, but aggravated by increasing production 
in Colombia, Venezuela, Central America, the 
Dutch East Indies and Kenya. 

Dr. Muniz seems to suggest the remedy 
for the situation when he says that 600,000,- 
000 of the trees of Sao Paulo are “frankly 
decadent,” and that the State is “passing 
through its last stage of large-scale cultiva- 
tion.” He adds: “The experience of other 
countries indicates the path to be followed— 
either to intensify cultivation by adopting the 
measures advised by experience and science, 
or to let the production of coffee decrease and 
disappear completely.” 

If any production is to be eliminated it 
would seem to be clear that it should be that 
portion which is unprofitable except by the 
aid of artificial support, and this argument 
applies to surplus production in all products. 

Brazil is a country of vast and varied re- 
sources, and this coffee episode, while embar- . 
rassing for the time, will direct the devel 
ment into other fields and upon a more certain 
basis. She has come through worse crises 
than this one, and her affairs are in the hands 
of able and patriotic men. With her leading 
industry placed upon a basis which will com- 
mand confidence at home and abroad, the 
present state of confusion in her economic 
affairs will soon give way to orderly progress. 
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For Individual and 
Institutional Investors 


Every investment account, whether made up entirely of fixed 
interest - bearing securities or including a proportion of equity 
issues, should have a foundation of high-grade bonds. Govern- 
ment, State,. Municipal and the best. Corporation bonds are 
the recognized media for tht conservation of capital, and are 
just as suitable investments for individuals as for savings banks, 
insurance companies and other institutions. 


The National City Company provides conveniently located 
investment offices in the following cities where recommenda- 


tions for the employment of current surplus funds will gladly 
be made: 


Albany; N. Y. Indianapolis, Ind. Portland, Ore. 
Atlanta, Ga. Kansas City, Mo. Providence, R. I. 
Atlantic City, N. J. Les Angeles, Cal. Rochester, N, Y. 
Baltimore, Md. Louisville, Ky. St. Louis, Mo. 
Birmingham, Ala. Memphis, Tenn. St. Paul; Minn. 
Boston, Mass. Miami, Fla. San Diego, Cal. 
Buffalo, N. Y. Milwaukee, Wis. San Francisco, Cal. 
Chicago, Ill, Minneapolis, Minn. Scranton, Pa. 
Cincinnati, Ohio Newark, N. J. Seattle, Wash. 
Cleveland, Ohio New Orleans, La. Spokane, Wash. 
Dallas, Texas Oakland, Cal. Tacoma, Wash. 
Davenport, Iowa Omaha, Neb. Toledo, Ohio 
Denver, Colo. Pasadena, Cal. Washington, D.C. 
Detroit, Mich. Philadelphia, Pa. Wilkes-Barre, Pa. 
Hartford, Conn. Pittsburgh, Pa. Montreal, Canada 
Houston, Texas Portland, Me. Toronto, Canada 


The. National City Company 


National City Bank Building, New York 
INVESTMENT SECURITIES 
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